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recipients and other sources of pavment to which recipicnts may pe
legally entitled, such as private insurance oxr medicare, were f£irst
fully utilized,

(3) Costs applicable to services, facilities, and supplies
furnished to the provider by related organizations are allowable but at
the cost to the related organization, provided they do not exceed the
price of comparable gervices, facilities, or supplies that could be
purchased elsewhere.

(4) Beginning January 1, 1985, the payment for property usage is to
be independent of ownership structure and financing arrangements.

Sec. 97. RCW 74.46.410 and 1993 sp.s. c 13 8 6 are each amended to
read as followa: _

(1) Costs will Dbe unallowable if they are not documénted,
necessary, ordinary, and related to the provision of care services to
authorized patients.

(2) Unallowable costs include, but are not limited to, the
following: ‘ . ' ' T

(a) Costs of items or services not covered by the medical care
program. Costs of such items or services will be unallowable even if
they are indirectly reimbursed by the department as the result of an
authorized reduction in patient contribution;

(b) Costs of services and items provided to recipients which are
covered by the department’s medical care program but not included in '
care services established by the department under this chapter;

(c) Costs associated with a capital expenditure subject to section
1122 approval (part 100, Title 42 C.F.R.) if the department found it
was not consistent with applicable standards, criteria, or plams. If
the department was not given timely notice of a proposed capital
expenditure, all associated costs will be unallowable up to the date
they are determined to be reimbursable under applicable federal
regulations;

(d) Costs associated with a constructior or acquisition project
requiring certificate of need approval pursuant to chapter 70.38 RCW if
such approval was not obtained;
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(e) Interest costs other than those provided by RCW 74.46.290 on
and after January 1, 1985;

(f) Salaries or other compensation of owners, officers, directors,
stockholders, and others associated with the contractor or home office,
except compensation paid for service related to patient care;

(g) Costs in excegs of limits or in wviolation of principles set
forth in this chapter;

(h) Costs resulting from transactions or the application of
accounting methods which circumvent the principles of the cost-related
reimbursement system set forth in this chapter;

(1) Costs applicable to services, facilities, and supplies
furnished by a related organization in excess of the lower of the cost
to the related organization or the price of comparable services,
facilities, or supplies purchased elsewhere;

(§) Bad debts of non-Title XIX recipients. Bad debts of Title XIX
recipients are allowable if the debt is related to covered services, it
arises from the recipient’s required contribution toward the cost of
care, the provider can establish that reasonable collection efforts °
were made, the debt was actually uncollectible when claimed as
worthless, and sound business judgment established that there was no
likelihood of recovery at any time in the future;

(k) Charity and courtesy allowances; .

(1) Cash, assessments, or other contributions, excluding dues, to
charitable organizations, professional organizations, , trade
associations, or political parties, and costs incurred to improve

A 1Y

coammunity or public relations;

{m) Vending machine expenses;

(n) Expenses for barber or beautician services not included in
routine care; '

(o) Funmeral and burial expenses;

(p) Costs of gift shop operations and inventory;

(g) Personal items such as cosmetics, smoking materials, newépapers
and magazines, and clothing, except those used in patient activity
programs; '

(r) Pund-raising expenses, except those directly related to the
patient activity program;

(8) Penalties and fines;

(t) Bxpenses related to telephones, televisions, radios, and
similar appliances in patientsg’ private accommodations;
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(u) Federal, state, and other income taxes;
(v) Costs of gpecial care services except where authorized by the

department;

(w) Expenses of key-man insurance and other insurance or retirement
plans not made available to all employees;

(x) Expenses of profit-sharing plans;

(y) Expenses related to the purchase and/or use of private or
commercial airplanes which are in excess of what a prudent contractor
would expend for the ordinary and economic provision of such a
transportation need related to patient care;

(z) Personal expenses and allowances of owners or relatives;

(aa) All expenses of maintaining professional 1licenses or
membership in professional organizations;

(bb) Costs related to agreements not to campete;

(cc) Amortization of goodwill;
(dd) Expenses related to vehicles which are in excess of what a

prudent contractor would expend for the ordinary and economic provision
6f transportation needs related to patient care;

(ee) Legal and consultant fees in comnnection with a fair hearing
against the department where a decision is rendered in favor of the
department or where otherwise the determination of the department
stands; ‘

- (£ff) Legal and consultant fees of a contractor or contractors in
connection with a lawsuit against the department;

(gg) Lease acquisition costs and other intangibles not related to
patient care; ’

(hh) All rental or lease costs other than those provided in RCW
74.46.300 on and after January 1, 1985;

(1i) Postsurvey charges incurred by the facility as .a result of
subsequent inspections under RCW 18.51.050 which occur beyond the first
postsurvey visit during the certificatiom survey calendar year;

(JJ) Compensation paid for any purchased nursing care services,
including registered nurse, licensed practical nurse, and nurse
assistant services, obtained through service contract arrangement in
excess of the amount of compensation paid for such hours of nursing
care service had they been paid at the average hourly wage, including
related taxes and benefits, for in-house nursing care staff of like
clasgification at the same nursing facility, as reported in the most

recent cost report period;
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(kk) Por all partial or whole rate periods after July 17, 1984,
costs of land and depreciable asgsets that cannot be reimbursed under
the Deficit Reduction Act of 1984 and implementing state statutory and

regulatory provisions;

{11) Costs reported by the contractor for a prior period to the
) ; : will be 3 ]

NEW SRCTION, Sec. 98. A new section is added to chapter 74.46 RCW
to read as follows:

The legislature intends to adopt a new system for establishing
nursing home payment rates no later than July 1, 1998. Any payments to
nursing homes for services provided after June 30, 1998, shall be based
on the new system. The system shall include case-mix reimbursement
methods for paying for nursing services and shall match payments to
patient care needs, while providing incentives for cost control and
efficiency. To that end:

(1) In consultation with nursing facility provider associationms,
consumer groups, and the legislative budget committee, the department
of social and health services shall design and develop alternative
methods for matching nursing facility payments to patient care needs,
while providing incentives for cost control and efficiency. '

(2) The department shall report to the fiscal and health care
policy committees of the legislature on the projected benefits and
costs of these alternative methods by October 15th of 1995, 1996, and
1997. The October 1996 report shall additiomally include a recommended
time line for implementing the new payment system no later than July 1,
1998. ’

(3) The following acts or parts of acts, as now existing or
hereafter amended, are each repealed, effective Juné 30, 1998:

(a) RCW 74.46.420 and 1993 gp.s. ¢ 13 8 7, 1985 c 361 s 18, 1983
18t ex.8. ¢ 67 8 18, & 1580 c 177 B 42;

(b) RCW 74.46.430 and 1993 sp.s8. ¢ 13 g8 8, 1987 2nd ex.8. ¢ 1 8 2,
1587 ¢ 476 8 2, 1983 18t ex.8. ¢ 67 8 19, & 1980 ¢ 177 8 43;

(c) RCW 74.46.440 and 1989 c 372 8 16 & 1980 c.177 8 44;

(d) RCW 74.46.450 and 1993 sp.s. ¢ 13 8 9, 1983 18t ex.s. C 67 8
20, & 1980 c 177 8 45;
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(e) RCW 74.46.460 and 1993 sp.s. c 13 8 10, 1987 ¢ 476 8 3, 1985 ¢
361 8 15, 1983 18t ex.B. c 67 8 21, 1981 18t ex.s. C 2 B8 5, & 1980 c
177 8 46;

(£) RCW 74.46.465 and 1987 ¢ 476 8 8;

(g) RCW 74.46.470 and 19593 sp.s. ¢ 13 8 11, 1987 c 476 8 4, 1983
18t ex.8. c 67 8 22, & 1980 ¢ 177 8 47;

(h) RCW 74.46.481 and 1993 sp.s. ¢ 13 s 12, 1951 sp.s. c B B 16,
1990 ¢ 207 8 1, 1987 c 476 8 5, & 1983 18t ex.s. ¢ 67 B 24;

(1) RCW 74.46.490 and 1993 sp.s. ¢ 13 B 13, 1983 18t ex.s8. C 67 8
25, 1981 18t ex.8. ¢ 2 8 6, & 1980 ¢ 177 8 49;

(3) RCW 74.46.500 and 1953 sp.s. ¢ 13 8 14, 1992 c 182 8 1, & 1980
c 177 8 50;

(k) RCW 74.46.505 and 1993 sp.s. ¢ 13 8 15;

(1) RCW 74.46.510 and 1993 sp.s. c 13 8 16 & 1980 c 177 8 51;

(m) RCW 74.46.530 and 1993 sp.s. c 13 s 17, 1991 sp.s. C 8 8 17,
1985 ¢ 361 8 17, 1983 18t ex.s8. € 67 B8 28, 1981 1Bt ex.8. ¢ 2 8 7, &
1980 c 177 8 53;

(n) RCW 74.46.540 and 1580 c 177 8 54;

(o) RCW 74.46.550 and 1983 18t ex.s. ¢ 67 8 29 & 1980 c 177 8 55;
(p) RCW 74.46.560 and 1983 18t ex.s8. ¢ 67 8 30 & 1980 ¢ 177 8 56;
(Q) RCW 74.46.570 and 1983 18t ex.s8. c 67 & 31 & 1980 ¢ 177 8 57;

c 67 8 32 & 1980 ¢ 177 8 58;

(r) RCW 74.46.580 and 1983 1st ex.s.

and ‘
(8) RCW 74.46.590 and 1980 ¢ 177 B8 59.

Sec. 99. RCW 74.46.420 and 1993 sp.s. c 13 8 7 are each amended to

read as follows: .
The following principles are inherent in RCW 74.46.430 through

74.46.590: |
(1) ({Reimbursement)) ERffective July 1, 1995, through June 30,
2298, nuresipg facility pavment rates will be set or adijusted for

economic trends and copnditions annually and prospectively on a per
( (pattent)) zgg;dgn; day basis ((en—&—ewe-yeae—eye&e~ee-reepeadtag—£e
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eonditions)) July 1. 1995, Component rates in the nursing gervices,

food, admipistrative, and overational cost centers shall he COBL:-
rebaged utilizing desk-reviewed and adiusted costs reported for
calendar vear 1994. for all pursina facilitieg gubmitting at least six
months of cost data. Such compopent rateg for July 1. 1995. shall also
be adiusted downward or upward for econamic trends and conditions as
orovided ip this section. Comoonent rates in property and retuim on
investment (RQI) shall be reset annually as provided in this chapter.

(3) The July 1, 1995, compopent rates ( (fFor—the—£ingr—year—ef-eaech
piemnium)) 4ip_ the npursing services. food, administrative, and
operational cost centers shall be adjusted for ecopnomic trends and
copditions by the change in the implicit price deflator for personal
consumption expenditures index published by the bureau of labor
statistics of the United States department of labor (IFD index). The
period used to measure the IPD increase or decrease toO be applied to

these ((&fs-e—yeae—bieaat&i-)) July 1. 1995, rate((s)) compopnents ghall

_be ((#he)) calendar year ((WH—MMWM

gtate—biennium)) 1994.
(4) _
be—adj—aeeed)) Julv 1. 1996, compoment rates ip the nureipg services,

rebased, but shall be the component rates assigped to each nursing

facility ip effect on Jupe 30, 1996, adjusted downward or upward for
ecopomic trends and copditions by the change in the nursing home inﬁut
price index without capital costs published by the health care
financing administration of the department of health and human

services ( (+)) (HCFA index( (qm_ame&ee—ehwed
b—y—eae—a}é——e-&e—ha-}rf-)))_ The perlod tcr be used to measure the HCFA

index increase (({

decrease to be applied to these ((eeeead-yea-xhbtema-})) J;ms_lﬂ.;_lﬂﬂh
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(6) If either the implicit price deflator (IPD) index or the health
care financing administration (HCFA) index gpecified in this section

ceases to be published in the future, the department shall select ((by

mile)) and use in jits place or their place one or more measures of
change from the sgame or an alternate source or sources ((£erx))
utilizing the same or comparable time periods gpecified in this

section.

Sec. 100. RCW 74.46.430 and 1993 sp.s. c 13 s 8 are each amended
to read as follows: .

(1) The department, as provided by this chapter, will determine
prospective ((eest—related—reimbursement)) payment rates for services
provided to medical care recipients. Each rate so determined shall
represent the contractor’s maximum compensation within each cost center
and for return on investment for each ((patiene)) residept day for such
medical care recipient. '

(2) ((As—required;)) The department may modify such maximum per
( (patient)) regident day rates, consistent with this chapter, pursuant
to the administrative ((review—provisiens—e£)) gppeals or exception
procedure authorized by RCW 74.46.780.

(3) Por July 1., 1995, and all following rates, the maximum

-prospectlve ( (reimbuymsement) ) ggmgngn_:_p_amgn; rates for the pureing

pervices, food, administrative, operational and property cost centers,
and the return on investment (ROI) compopent rate for each nursing
facility shall be established based upon a minimum Jlicensed bed
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facility occupancy level of ((eigheyp—£ive)) pinety percent, €XCEDRL 10X

{5) All contractors shall be required to adjust and maintain wages
for all employees to a minimum hourly wage of four dollars and seventy-
six cents per hour beginning January 1, 1988, and five dollars and
fifteen cents per hour beginning January 1, 1983.

Sec. 101. RCW 74.46.450 and 1993 sp.s. ¢ 13 8 9 are each amended

to read as follows:
(1) Prospective reimbursement rates for a new contractor, 3as

defined by the department in xule, will be established within sixty
days following receipt by the department of the properly completed
projected budget required by RCW 74.46.670. Such reimbursement rates.
will become effective as of the effective date of the comtract and
shall remain in effect until ((adjusted—e=)) Lhe new contractor's rate
in all cost areas ¢an be reset ((as—provided—in—this—ehaptex))

(2) Such reimbursement rates will be based on ((the—eentraetoris
: and)) payment rates of the

prior contractor, if any, or of other contractors in comparable
circumstances. . '

(3) ((=
éars—prt%—é&-ﬁhe—e’—éeet—rve—dat—e—ef—&he—ee%eﬁ—)) The department will
establish ((pretimimary)) a _pew contractor’s imitial component rates
based on the ((etke=)) factors specified in subsectiong (2) gangd (4) of
this section. These ((preiiminary)) initial rates will remain in
effect until adjusted or reset as provided in this chapter.

(4) The department is authorized to develop policies and procedures

in rule ((
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Sec. 102. RCW 74.46.460 and 1953 sp.s. ¢ 13 8 10 are each amended
to read as follows:

(1) Bach cdntractor’s ((reimbursement)) pursing services, food,
adminis : 3 W rates will be
((éeeemaed—er)) adjueted :gr___ammi:__nr_andﬁ__a.nd_mndiunm
prospectively at least once during each calendar year, as provided in
this chapter, to be effective July 1st((=)); PROVIDED, That gx;gp_:_igz

((eeaeaet-er*—a)) mﬂmnmwﬂ_mm rate for ((ehe-f-m'e

£igeal—year—of-—caech—piennium)) July 1, 1995, must be established upon
((+&£8)) the facilitv’'s own ((prier—ecalendar-pemied)) copt report of at
least six months of adjusted and/or audited cost data from the calendar

year 1994.
(2) subject to the provisions of subsections (3) through (6) of
this section, rates may be adjusted ((as—éetemmined)) by the department

] £ 1) . facili to ] licaid sl £
incremental costs pnecessaxry to addresgs and take into account variations
in the distribution of all medicaid and nopnmedicaid patient
clasgifications or changes in all medicald or nonmedicaid patient
characteristics from the pridr reporting year, program changes required
by the department, or changes in staffing levels at a facility required
by the department. Rates may also be adjusted to cover costs
associated with placing a mirsing home in receivership which costs are
not covered by the rate of the former contractor, including:
Compensation of the receiver, reasonable expenses of receivership and

IR IRENE AN
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transition of control, and costs incurred by the receiver in carrying
out court instructions or rectifying deficiencies found. Rates shall

be adjusted as provided in this section for any capitalized additions

or replacements made as a condition for licensure or certification.

Rates shall be adjusted as provided in this section for capitalized

improvements done under RCW 74.46.465.




